
TO: Members of the Budget Committee

‘~I1 AUG 25 PH 2: 1~1FROM: Natalie Iwasa, CPA, CFE
808-395-3233

HEARING: 9a.m. Wednesday, August23, 201?

SUBJECT: Bill 45, Rail Surcharge - SUPPORT for a Forensic Audit

Aloha Chair Manahan and Committee Members,

During Wednesday’s budget meeting, Councilmember Anderson questioned why I support a
forensic audit of the rail project. I supported a forensic audit prior to the Budget Committee’s
special meeting of August 16, 201?. After hearing the city auditor’s comments about “red flags,”
internal controls that were so weak, they wouldn’t have prevented or detected fraud and his
statement that he would support a forensic audit now if prior management were still in place, it
reinforced my opinion that a forensic audit is necessary.

I will be detailing more about a forensic audit in my testimony to the state legislature next week.
However, attached is testimony I provided to HART at its August 1?, 201?, meeting in which I
provided information on a tip hotline and fraud policy. As I mentioned Wednesday, I hope the
council will support the implementation of a hotline at the city level as well as one for HART.
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TO: Board of Directors of HART
Krishniah Murthy, CEO
Robert Yu, CFO

FROM: Natalie Iwasa
808-395-3233

MEETING: Thursday, August 11, 2017

SUBJECT: Corrections to Minutes of June 22, 2017
GET Revenue Discussion - FY 2007
Financial Update Spreadsheet - ARRA Revenue
Tip Hotline Best Practices & Policy on Fraud

Aloha Chair, Members of the Board of Directors of HART, Krishniah and Robert,

Following is information I hope will clarify concerns I brought up during the meeting and assist
you with related implementation.

Corrections to Minutes of June 22, 2017

Page 7 of the minutes should be clarified to note that I said a “Whereas” clause should be added
that budgets were submitted to the mayor in accordance with the charter and that council passed
both budgets without changes.

Page 10 of the minutes should include that I brought up a concern that the property subject to
eminent domain in the resolution was First Hawaiian Bank (FHB) and that the fonner chair of the
HART board was a prior CEO of FHB.

GET Surcharge Revenue Discussion - Question on FY 2007 Revenue

As I mentioned, in looking at these numbers again, I wondered why revenue for FY 2007 is so low.
The surcharge was effective starting January 1, 2007. The fiscal year ended June 30, 2007.
According to the city’s audit for FY 2007, GET revenue was $48.4 million. (This is accrual basis.)
Audits for FY 2008 and 2009 reported surcharge revenue of about $169 and $161 million
respectively. That’s more than $80 million for each six-month period. Why was the FY 2007 so
low? I would have expected it to be about $80 million, $30 to $35 million higher than it was. I think
it’s worth following up on this.

Financial Update Spreadsheet

The city received $4 million in ARRA funds prior to the formation of HART. The funds were used
for planning for rail. As I mentioned, this $4 million is not included in the spreadsheet but it is
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included as revenue in HART’s Monthly Progress Reports. (See Figure 4 on page 14 of the July
report.) Please note I understand why the $4 million was not included in the spreadsheet. It should
be included, however, for consistency.

Tip Hofline and Fraud

Most frauds are found via tip hotlines. Regardless of whether a forensic audit is done, a tip hotline
should be implemented. A successful tip hotline should be tailored to the organization and allow
for anonymous reporting.

To get you started, here are a couple of articles that I hope will be useful to you:

Assessment for Establishing a Whistleblozver Hotline by the City of Sacramento. (Put the title in
a search bar. The pdf will download after you click on the title.)

• Best Practices in Ethics Hotlines found at
http:/ /www.clubtaxnetwork.com/index.cfm?ID=184&Download=(1 %5B%2257B%26 %2FQ
M% 20 %20%OA&f=207.

I would also like the board to consider a policy on prevention of fraud. Attached is a sample policy
that could be used to start the discussion.

If you have questions or would like more information, please let me know.



SAMPLE FRAUD POLICY

BACKGROUND The corporate fraud policy is established to facilitate the development
of controls that will aid in the detection and prevention of fraud
against ABC Corporation. It is the intent of ABC Corporation to
promote consistent organizational behavior by providing guidelines
and assigning responsibility for the development of controls and the
conduct of investigations.

SCOPE OF POLICY This policy applies to any irregularity, or suspected irregularity,
involving employees, as well as shareholders, consultants, vendors,
contractors, outside agencies doing business with employees of such
agencies, and/or any other parties with a business relationship with
ABC Corporation (also called the Company).

Any investigative activity required will be conducted without regard
to the suspected wrongdoer’s length of service, position/titie, or
relationship to the Company.

POLICY Management is responsible for the detection and prevention of fratid,
misappropriations, and other irregularities. Fraud is defined as the
intentional, false representation or concealment of a material fact for
the purpose of inducing another to act upon it to his injury. Each
member of the management team will be familiar with the types of
improprieties that might occur within his area of responsibility, and
be alert for any indication of irregularity.

Any irregularity that is detected or suspected must be reported
immediately to the Director of who coordinates all
investigations with the Legal Department and other affected areas,
both internal and external.



ACTIONS The terms deja/cation, misappropriation, and otherfisca/ irre,gu/arities refer
CONSTJTUTJNG to, but are not limited to:
FRAUD

• Any dishonest or fraudulent act

• Misappropriation of funds, securities, supplies, or other assets

• Impropriety in the handling or reporting of money or financial
transactions

• Profiteering as a result of insider knowledge of company activities

• Disclosing confidential and proprietary information to outside
parties

• Disclosing to other persons securities activities engaged in or

contemplated by the company

• Accepting or seeking anything of material value from contractors,
vendors, or persons providing services/materials to the
Company. Exception: Gifts less than $50 in value.

• Destruction, removal, or inappropriate use of records, furniture,

fixtures, and equipment
• Any similar or related irregularity

OTHER Itre,gn/arities concerning an employee’s moral, ethical, or behavioral
IRREGULARITIES conduct should be resolved by departmental management and the

Employee Relations Unit of Human Resources rather than the
Unit.

If there is any question as to whether an action constitutes fraud, con
tact the Director of for guidance.

INVESTIGATION The Unit has the primary responsibility for the
RESPONSIBILITIES investigation of all suspected fraudulent acts as defined in the policy.

If the investigation substantiates that fraudulent activities have oc
curred, the Unit will issue reports to appropriate
designated personnel and, if appropriate, to the Board of Directors
through the Audit Committee.

Decisions to prosecute or refer the examination results to the
appropriate law enforcement and/or regulatory agencies for
independent investigation will be made in conjunction with legal
counsel and senior management, as will final decisions on disposition
of the case.



CONFIDENTIALITY The _____________ Unit treats all information received
confidentially. Any employee who suspects dishonest or fraudulent
activity will notify the ______________ Unit immediately, and should
not attempt to personalfy conduct investzgations or interviews/ interro,gations
related to any suspected fraudulent act (see REPORTING
PROCEDURES section below).

Investigation results will not be disclosed or discussed with anyone other
than those who have a legitimate need to know. This is important in
order to avoid damaging the reputations of persons suspected but -

subsequently found innocent of wrongful conduct and to protect
the Company from potential civil liability.

AUTHORIZATION FOR Members of the Investigation Unit will have:
INVESTIGATING • Free and unrestricted access to all Company records and
SUSPECTED FRAUD premises, whether owned or rented

• The authority to examine, copy, and/or remove all or any

portion of the contents of files, desks, cabinets, and other
storage facilities on the premises without prior knowledge or
consent of any individual who might use or have custody of any
such items or facilities when it is within the scope of their
investigation

REPORTING Great care must be taken in the investigation of suspected impropri
PROCEDURES eties or irregularities so as to avoid mistaken accusations or alerting

suspected individuals that an investigation is under way.

An employee who discovers or suspects fraudulent activity will
contact the Unit immediate/y. The employee or other
complainant may remain anonymous. All inquiries concerning the
activity under investigation from the suspected individual, his
attorney or representative, or any other inquirer should be directed
to the Investigations Unit or the Legal Department. No information
concerning the status of an investigation will be given out The
proper response to any inquiries is: “I am not at liberty to discuss
this matter.” Under no circumstances should any reference be made to
“the allegation,” “the crime,” “the fraud,” “the forgery,” “the
misappropriation,” or any other specific reference.

The reporting individual should be informed of the following:
• Do not contact the suspected individual in an effort to

determine facts or demand restitution.
• Do not discuss the case, facts, suspicions, or allegations with

anjone unless specifically asked to do so by the Legal
Department or Unit.



ACTING IN GOOD Anyone reporting any irregularity that is detected or suspected
FAITH must be acting in good faith and have reasonable grounds for

believing the information provided. Allegations made maliciously.
or with knowledge of their falsity will not be tolerated. People
making such allegations may be subject to institutional disciplinary
action and/or legal actions by the individuals accused of fraudulent
conduct.

WHISTLEBLOWER Employees of ABC Corporation may not retaliate against a
PROTECTION whistleblower for reporting an activity which that person believes

to be fraudulent or dishonest with the intent or effect of adversely
affecting the terms or conditions of employment (including, but
not limited to, threats of physical harm, dismissal, transfer to an
undesirable job assignment, demotion, suspension, or impact on
salary or wages). A whistleblower is defined as an employee who
informs a manager, supervisor, or Director of ______________

about an activity which that person believes to be fraudulent or
dishonest.

Whistleblowers who believe that they have been retaliated against
may file a written complaint with the Director of ______________

Any complaint of retaliation will be promptly investigated by the

________________ and appropriate remedial measures will be taken if
allegations of retaliation are proven. This protection from
retaliation is not intended to prohibit managers or supervisors from
taking action, including disciplinary action, in the usual scope of
their duties and based on valid performance-related factors.

TERMINATION If an investigation results in a recommendation to terminate an
individual, the recommendation will be reviewed for approval by~
the designated representatives from Human Resources and the
Legal Department and, if necessary, by outside counsel, before any
such action is taken. The ____________ Unit does not have the
authority to terminate an employee. The decision to terminate an
employee is made by the employee’s management. Should the
______________ Unit believe the management decision
inappropriate for the facts presented, the facts will be presented to
executive level management for a decision.



ADMINISTRATION The Director of ____________ is responsible for the
administration, revision, interpretation, and application of this
policy. The policy will be reviewed annually and revised as needed.

APPROVAL

CEO/Senior Vice President/Executive Date


